Western firms locating in China face a business environment that differs from their home country environment. The differences increase uncertainties and are negative for economic performance. However, firms may differ in their ability to overcome the difficulties, depending on their previous experience. In particular, firms with experience from regions similar to China might do comparably well. We conduct a survey of Scandinavian firms with subsidiaries in China to examine their economic performance. Our results show that subsidiaries in China perform better if the firms have subsidiaries in Hong Kong, Taiwan, or Singapore. In addition, the length of subsidiaries' operation in China, and the experience from foreign countries outside of Greater China, are also positively affecting the subsidiaries' economic performance.
Introduction #
China attracts large inflows of foreign multinational companies. Most of these firms come from other regions in Greater China: Hong Kong, Singapore, and Taiwan. Few would doubt that such firms have a major advantage over its Western competitors; they possess the cultural competence; they have the business contacts; they know the language (Luo, 1999) . Western firms in China face a business environment that differs from their home country conditions, but there are several ways for the firms to learn about the Chinese market. The most obvious one is by being present in China, and firms with a relatively long history in China will presumably have acquired a relatively good knowledge of the Chinese market. Moreover, it is likely that a long experience of foreign operations, and experience of operations in many different countries, will enhance the firm's ability to learn about a new market. Hence, experience from foreign operations in general will presumably facilitate leaning about the Chinese market. Finally, it is possible that firms with experience of markets that are relatively similar to the Chinese market, markets that are on a short psychic distance from China, will find it easier to operate in China compared to firms with no such experience. This paper examines the performance of Scandinavian firms in China. 1 We ask the question if a subsidiary's performance in China can be related to various types of experience. In particular, we focus on experience from markets that are on a short psychic distance from China by examining if experience from Hong Kong, Taiwan, and Singapore leads to comparatively better performance in China.
# We are grateful for valuable comments and suggestions from Richard Nakemura and Örjan Sjöberg. 1 Scandinavia consists of Denmark, Norway, and Sweden.
The literature on market knowledge and the internationalisation process of the firm tends to focus on the process in general and not on specific markets. 2 We contribute to the literature by applying a general theoretical framework on internationalisation, on the firm's performance in a particular foreign market. More importantly, previous research has assessed the relation between experience and performance mainly by focusing on differences between the firm's home market and host markets for its investments. Our approach is different as we try to assess the significance of prior regional presence on the performance. Hence, we are studying the importance of market similarities by focusing on the Greater China region.
The paper starts with a description of relevant theories and their implications for our stated question. We continue with a description of the survey, consisting of two questionnaires distributed to Chinese subsidiaries and parent companies respectively.
A brief presentation of the data and the construction of various variables follow.
Subsequently, we analyse the data and discuss our findings. The paper ends with concluding remarks.
Conceptual framework
Theories on the internalisation of the firm are primarily concerned by where firms locate, but the theories can also serve as a framework for evaluating firms' performances in a specific market. There are uncertainties involved for firms entering new markets, and firms will try to gain knowledge about new markets to minimize these uncertainties. This typically includes knowledge about foreign business cultures and customs. Carlson (1975) and Johanson and Vahlne (1990) , among others, discuss the issue in terms of networks; market knowledge is knowledge about how the network works, that is, how relations to different actors on the market are established and developed, how coordination of activities takes place, and how the work is divided within the network. Johanson and Vahlne (1977:28) argue that the relevant market knowledge can be divided into objective knowledge and two types of experiential knowledge: general knowledge and market-specific knowledge. Objective knowledge can be learned by studying a new market before entering it, and includes knowledge of market size, customer purchasing power, laws, and regulations. Objective knowledge is relatively easy to acquire and should not be of any crucial importance for the relative performance of firms within a market.
General knowledge concerns marketing methods, formalities connected with purchases, sales, payments, employees, and common characteristics of certain types of customers and suppliers, irrespective of their geographic location. This type of experiential market knowledge is acquired from international operations in general and can be transferred from one country to another (Johanson and Vahlne, 1990; Kimberly and Rottman, 1987; Black and Mendenhall, 1991) . Hence, general knowledge is knowledge about how to handle international operations, but it is not market-specific. The longer the firm's experience of international operations, the more general knowledge has it presumably acquired.
Finally, experiential market-specific knowledge is knowledge about the specific market and its characteristics: business climate, culture, structure of the market system, and knowledge about individual customers. The experiential market-specific knowledge is critical in the firm's internationalisation (Penrose, 1959:53-56) . It cannot be acquired as easily as objective knowledge, and it concerns the characteristics of the specific foreign market rather than international operations in general.
Firms' uncertainty when they enter a new market is to a high extent caused by lack of experiential market-specific knowledge (Johanson and Vahlne, 1977:26) .
Experiential market-specific knowledge is accumulated once the subsidiary is operating on the market. This does not mean that all firms acquire the market-specific knowledge at a similar pace; market-specific knowledge will not be automatically accumulated but affected by firm-characteristics (March and Olsen, 1976) . In other words, even though all firms face a learning curve when they enter a new market, the individual learning curves may have different shapes. According to Carlson (1975:9) , some firms learn faster than others because of earlier activities. He argues that the more different the foreign market is compared to the firm's current markets, the more difficult it is for the firm to gain experiential market-specific knowledge. Firms usually have better knowledge about opportunities and business alternatives in its immediate surroundings than of markets located far away from the firm. The ability to gain experiential market knowledge will therefore decrease with the "degree of foreignness", commonly referred to as the psychic distance (Vahlne and Wiedersheim, 1977) . Hence, it takes long time to gather and interpret market information from markets that are on a long psychic distance from the firm's current markets.
Psychic distance is not only determined by similarities and differences between the market in question and the home country of the firm. Firms may learn from experiences in one foreign market that might later by valuable when subsidiaries are established on additional foreign markets. 3 The difficulty of establishing linkages with foreign networks in a new market depends on the characteristics of the networks (Chen, 1998:7) . The more similar the networks are in different countries, the easier it is to create linkages in new markets (Johanson and Vahlne, 1990) . A network similarity between countries is therefore a concept synonymous to psychic distance.
The importance of psychic distance for the internationalisation process has been questioned in several studies (e.g. Hedlund and Kverneland, 1984; Hood and Young, 1983; Petersen and Pedersen, 1997) . It seems that countries are becoming more homogenous, which together with progress in information technologies suggest that psychic distance is important primarily in the early phase of a firm's internalisation (Hörnell and Vahlne, 1986; Björkman and Eklund, 1996) . It is also important to point out, again, that our focus is the effect of psychic distance on the performance of firms in a particular market, and not on the decision whether or no to enter this market.
Psychic distance in Greater China
The discussion above tells us that firms obtaining experiential market knowledge faster than others will perform better within a specific market. The theories also tell us that firms will obtain experiential market knowledge faster if the perceived psychic distance is short, and that the distance is comparably short for firms that have prior experiences from markets that are similar to the new market.
In the case of China, such experience might be achieved from presence in Hong There are also strong cultural similarities between the regions in Greater China. Luo (1999) shows that firms from Greater China are better than firms from other countries in interpreting and understanding information on the Chinese market. Luo argues that the explanation is substantial similarities in social, historical, and cultural backgrounds. The similarities affect, for example, demand conditions, consumer behaviour, and work ethics. Luo also emphasizes the importance of ethnical ties and guanxi in all the regions of Greater China. Guanxi refers to the concept of drawing on connections or networks in order to secure favours in personal and business relations.
It connects millions of Chinese firms into a social-and business web. These connections are considered to play a fundamental role in the Chinese community, and it is widely recognized that guanxi is a key determinant of firm performance. Family ties are by far the most fundamental connections. Locality, kinship, friendship and collegiality are other important guanxi factors.
Implications of theory
From the theoretical discussion above, we would expect that subsidiaries of Scandinavian firms with previous experience from Hong Kong, Taiwan, or Singapore perform better in China than subsidiaries of firms without such experience. This expectation is based on the assumption that experiential market-specific knowledge is an important factor for lowering uncertainty, and therefore important for a firm's performance. Moreover, theory states that firms with experience from countries and regions on a small psychic distance to the specific foreign market will gain experiential market-specific knowledge quicker than firms without such experience.
Finally, it has been shown that the psychic distance between China on the one hand and Hong Kong, Taiwan, and Singapore on the other, is relatively short.
Our main hypothesis is that subsidiaries of Scandinavian firms in China perform better if the firms have subsidiaries in Hong Kong, Taiwan, and Singapore. In addition, we will examine if the length of operation in China, and the experience from foreign countries outside of Greater China, will affect the subsidiaries' performance.
Data and variables

Data collection
We use data at both firm and subsidiary level to examine the issues at hand. Our survey was divided into two questionnaires:
A fact-finding questionnaire (Q1) regarding the internationalisation process of the firm directed to head office personnel in the Scandinavian home country (see Questionnaire 1 in the appendix).
An evaluative questionnaire (Q2) regarding subsidiary-specific information directed to managers of specific subsidiaries in China (see Questionnaire 2 in the appendix).
The target population of the two questionnaires differs and needs to be defined separately. When defining the target population of Q1, we argued that Scandinavian firms have a similar business culture and thus face roughly the same obstacles and benefits on international markets. Hence, we only include firms with headquarters in Scandinavia and by the same logic do not conduct any stratified analyses of the Scandinavian countries. Because of the uncontroversial fact-finding character of Q1, we did not specify any preferences of respondents within the firm.
For Q2, we included establishments that are subsidiaries from the target population. Because of the subjective evaluation of the subsidiary's activities, it was required that the respondents were company staff on a managerial level.
To we included all firms within our frame.
In August 2003, we administered Q2 in two modes; electronic surveys distributed via e-mail, and mail surveys sent to postal addresses in cases where no email address was available. For both questionnaires, we sent out two reminders if there was no response. The first reminder was distributed one week after the original distribution and the second reminder after two additional weeks. After excluding a few firms that were no longer present in China or that no longer were Scandinavian subsidiaries, our remaining census consisted of 224 subsidiaries and 171
Scandinavian parent companies, including 11 firms and subsidiaries that expressed a wish not to participate in the survey.
We received 66 completed questionnaires (Q1 and Q2). A survey response rate of 29% will bias the results if the respondents are not representative of the target population. A common misrepresentation is that respondents with a non-satisfactory performance are more reluctant to respond to questionnaires regarding such issues.
However, when comparing performance data with surveys conducted by the Swedish and Norwegian Trade Councils, the results seem to be similar in terms of firms'
performance (Swedish Trade Council, 2003b; Norwegian Trade Council, 1998) .
Moreover, the purpose of our thesis is not to make inferences or conclusions about performance per se, but to make comparisons of subsidiaries with different experiences. The possibility of a bias towards successful subsidiaries is not likely to distort such a comparison.
Another form of non-sampling errors is derived from the respondents, who may provide inaccurate answers because of fatigue, boredom, faulty recall, question format, question content (inability errors), or because they intentionally misreport their answers (unwillingness errors) (Malhotra, 1999:275) . We tried to minimize response errors by the following procedures:
A pre-testing of Q2 in order to identify and eliminate problems. With the received feedback we altered wording to some questions to enhance clarity.
We directed Q2 to managers to ensure that respondents were informed.
Performance evaluation questions appear on different places in Q2 in order to avoid order bias. The responses were highly correlated, which is an indication of limited response errors.
Q2 was answered easily by tick-in-the-box clicks to avoid a lengthy process and thus avoid careless answers due to fatigue and boredom.
We emphasized the confidentiality of individual responses. Unwillingness errors might occur and give rise to too positive evaluations if the survey reply is shared with the parent company, or if respondents had doubts about the confidentiality of the individual responses.
It is difficult to evaluate the extent of response errors. Comparisons with previous surveys and examining internal correlations are ad hoc measures for such evaluations.
As previously said, our survey seems to show similar results on performance as previous studies. Moreover, questions in Q2 that by logic should be correlated, that is, questions 15 and 16; questions 17 and 18; and the three performance questions 9, 11, and 25, are indeed highly correlated (Table A1 in the appendix), which at least indicates that there are no obvious response errors.
Performance -the dependent variable
Figures on firms' profits, output, or value added are often used to measure performance. One problem is that such figures are affected by transfer pricing, and by differences between firms' handling of royalties, management fees, and their accounting standards (Buckley, 1996:162) . Furthermore, presence in a market may have positive effects that do not necessarily materialize in the subsidiary's income statement. A firm can, for instance, benefit from gaining insights and experience in research and development or other strategic functions. Presence may also be motivated as a part of an overall marketing strategy or as an option for business opportunities that may arise later on, objectives that all might run contrary to shortrun profit-maximizitation.
We choose to avoid the difficulties above by letting managers evaluate their own subsidiary's performance. An additional benefit with this approach is that surveys with subjective performance questions tend to generate higher response rates. On the negative side, by applying a subjective performance measure, the survey is more exposed to respondent errors.
As seen in table 1, we measure performance by asking three questions: the perceived success of the subsidiary, the perceived contentment of the parent company with the subsidiary's performance, and the overall satisfaction with performance (questions 9; 11; and 25 in Q2). The three questions are added and divided by three to construct the performance variable (PERFORM). Table 1 here.
Experience -the explanatory variables
We assume that experience leads to market knowledge and that market knowledge 
Descriptive statistics
The subsidiaries reported an average performance level of 5.1, on a scale from 1 to 7
and where a high figure represents a good performance. Hence, a majority of the 4 We also adjust the undefined logarithm of zero to zero (LOG [0]=0).
respondents consider their subsidiaries to be successful. Looking at the different performance measures separately in figure 1 , we see that the answers to question 9 and 25 are similar, both with an average on 5.2, showing that the subsidiaries' managers perceive their companies to be successful, and that they are satisfied with company performance. Moreover, 56 percent of the respondents answered that their subsidiary perform better than expected and 20 percent that they perform worse than expected prior to start-up (question 11). The average figure of 4.8 (question 11) is significantly lower than 5.2 (questions 9 and 25), which suggests that expectations have lowered since the firms started their operations in China. 
Econometric results
In order to test our hypothesis, we will rely on ordinary least square regressions (OLS). We start with a regression where the dependent variable is performance (PERFORM) and the explanatory variable is experience from Hong Kong, Singapore, and Taiwan (GCREXP). As seen in table 2, experience from Hong Kong, Singapore, and Taiwan, has a positive effect on performance, significant at a five percent level.
The next estimation includes a number of control variables that might affect performance. As seen from model 2, experience from Hong Kong, Singapore, and Chinese by origin has a positive and significant impact on performance, although the results was sensitive to the choice of control variables.
The type of activity affects performance. Subsidiaries conducting research and development consider themselves to be relatively successful, so does subsidiaries involved in production (RD and PROD). The significance level for production is low, but the correlation with manufacturing is high (see table A1 in the appendix) and to be engaged in manufacturing has a positive effect on performance (MANUFACT).
Subsidiaries involved in marketing and sales, on the other hand, are performing comparatively worse (MS).
Output market has no significant impact on performance; it does not seem to matter if the subsidiary's products and services are sold to another unit of the firm or to another firm, nor if the products and services are sold on the Chinese market (MARKET1 and MARKET2). Neither can we detect any relationship between competition and performance (COMP1 and COMP2). This may indicate that perceived performance is a relative measure, assessed in comparison to the performance of the competitors. Finally, it does not seem like the degree to which the subsidiaries' activities differ from the activities of the rest of the firm has any impact on performance (DIVERSE).
We continue with three more estimations to examine the robustness of our results. The selection of variables was based on achieving high adjusted R-square values. The results remain relatively stable. Most importantly, experience from Hong Kong, Singapore, and Taiwan is positive and statistically significant in all estimations.
6 Table 2 here.
It is of interest to examine if other forms of experience, such as experience from countries outside of Greater China or from operations within China, also affect performance. One econometric problem is that our different experience variables are highly correlated (see table A1 in the appendix). The result from this multicollinearity is seen from the regressions in table 3. All the different variables on experience are individually positive and statistically significant. However, when the different variables are included together with our variable on experience from Hong Kong, Singapore, and Taiwan, neither of the two variables are statistically significant, with the exception of the firm's history of foreign operations. Table 3 here.
Hence, the results suggest that experience has a positive effect on performance, but multicollinearity prevents the use of regressions to analyse which type of experience that matters. We therefore try to further assess the significance of different experience measures by using a matrix approach where we divide the subsidiaries into four groups. We use the median values of the experience variables to separate the firms, which coincidently in the case of GCREXP equals zero.
More specifically, we start by comparing performance of firms with GCREXP = 0 and GCREXP > 0 under the condition that the number of years a firm has had subsidiaries in China (TIMING) is less than or equal to seven years ( Figure 4) . The matrix can be used to answer several questions. Firstly, if experience is important for performance, we would expect performance in group 1 to be better than in group 4.
Secondly, if experience from Hong Kong, Singapore, and Taiwan is important, we would expect group 1 to show better performance than group 3 and group 2 better than group 4. Accordingly, to examine the effect of how long a firm has been present in China, we compare group 1 with group 2 and group 3 with group 4.
Experience is important for performance as seen from a comparison of group 1 and group 4. Moreover, experience from Hong Kong, Singapore, and Taiwan improves performance as seen from a comparison of group 1 and 3 and group 2 and 4.
A long presence in China is also improving performance as seen from a comparison of group 1 and 2 and group 3 and 4.
7 Figure 4 here.
We continue in figure 5 by including experience from Hong Kong, Singapore, and Taiwan, and the number of countries the firm had subsidiaries in before they started their operations in China. The results are less clear than in the previous matrix, but suggest that the number of countries is not a very important determinant of performance. The median value of performance is very similar in the different groups but if anything, slightly lower for firm with experience from more than 15 countries, in comparison to firms with experience from less than 15 countries. However, the difference between group 6 and 8 is significant at a five percent level. Thus, we can conclude that experience from Hong Kong, Singapore, and Taiwan has a positive effect on performance for firms with experience from relatively few countries. Figure 5 here.
We finally compare firms with different experience from Hong Kong, Singapore, and Taiwan, and with different accumulated experience, measured in years, of international operations. Figure 6 shows firms with more experience to perform better than firms with less experience (comparison of group 9 and 12); firms with experience from Hong Kong, Singapore, and Taiwan perform better than firms without such experience (groups 9 and 11 and group 10 and 12); and firms with more than 40 years as a multinational company to perform better than firms with less than 40 years experience from international operations (groups 9 and 10 and 11 and 12). To sum up, the most evident result from the regressions and the matrixes is that overall experience matters for performance. By comparing performance of the groups with the most experience (left, upper) with the least experienced (right, lower), it is obvious that the more experienced firms show a significantly better performance in all three cases. It is slightly more difficult to evaluate what type of experience that matter for performance, since the variables are highly correlated. A cautious interpretation is that experience from Greater China is important and so is the number of years the firm has been a multinational company. The number of countries that the firm has subsidiaries in seems to be less important for performance.
Conclusions
Our study shows that subsidiaries of Scandinavian firms with prior experience from Hong Kong, Singapore, and Taiwan perform better on the Chinese market than subsidiaries of firms without such experience. They might do so because they are relatively fast to acquire market-specific knowledge. Market-specific knowledge is knowledge about the characteristics of a specific market: its business climate, culture, structure, and the knowledge about individual customers and their personnel. This kind of knowledge reduces uncertainty of operations and improves the performance.
Market-specific knowledge is acquired through operations on the specific market.
However, by having experiences from other markets in Greater China, markets that share some characteristics with the Chinese market, a firm can, due to a shorter perceived psychic distance, obtain market-specific knowledge quicker than if it should not have had this prior experience.
Because experiential market-specific knowledge is accumulated from operating on the market, we also expected to find the number of years in China to affect a statistically significant, which is probably caused by the few observations. subsidiary's performance. The expectation was confirmed; subsidiaries with a long presence in China tend to show a relatively good performance.
In addition to experience from Greater China, our study shows that general international experience matters for performance. International experience measured in years seems to be more important than the number of countries with subsidiaries.
The results suggest that firms utilize knowledge acquired through running international operations, on the Chinese market. The more general knowledge a firm has accumulated, the lower the uncertainty when establishing a subsidiary in China, and the better the performance. Note: Q1 and Q2 refer to questionnaire 1 and 2 in the appendix. Note: **) Significant at the five percent level; *) Significant at the ten percent level. 14. How much do the subsidiary's operations differ from the parent company's or the venturer's operations?
(1 = differ very much, 7 = do not differ at all)
B) Competition
15. To what degree is the subsidiary exposed to competition? (1 = very low, 7 = very high) 16. Of the total number of main competitors to the parent company, how many are present in China today through representative offices, subsidiaries or joint v(1 = none, 7 = all)
C) Market
17. How much of the subsidiary's total sales is sold to other subsidiaries, joint ventures, business units or divisions of the parent company or the venturer/s? (1 = nothing, 7 = all) 18. How much of the subsidiary's total sales is sold to on the Chinese retail market (or to China-based enterprises)?
(1 = nothing, 7 = all) 25. Over all, are you satisfied with the performance of the subsidiary?
(1 = not satisfied at all, 7 = very satisfied) Part 4: Experience 26. How many of the subsidiary's board members are from China by origin? (1 = none, 4 = half, 7 = all) 27. How many of the subsidiary's board members are from Hong Kong, Taiwan or Singapore by origin? (1 = none, 4 = half, 7 = all) 28. How many of the subsidiary's board members have previous experience from management in a company in China? (1 = none, 4 = half, 7 = all) 29. How many of the subsidiary's board members have previous experience from management in a company in Hong Kong, Taiwan or Singapore? (1 = none, 4 = half, 7 = all) 30. How many of the subsidiary's managers are from China by origin? (1 = none, 4 = half, 7 = all) 31. How many of the subsidiary's managers are from Hong Kong, Taiwan or Singapore by origin? (1 = none, 4 = half, 7 = all) 32. How many of the subsidiary's managers have previous experience from management in a company in China? (1 = none, 4 = half, 7 = all) 33. How many of the subsidiary's managers have previous experience from management in a company in Hong Kong, Taiwan or Singapore? (1 = none, 4 = half, 7 = all) 
